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Maria R.U.D. Tambunan
Tax Research Center of Indonesia
maria.tambunan16@gmail.com
Abstract. The article aims at examining current Indonesian fiscal policy against its goals a possibility of its revitalization to
support the government’s vision, which is optimizing the use of renewable energy to ensure the availability of electricity in
pursuit of sustainable development in Indonesia.The use of renewable energy to generate electricity,such as geothermal, wind,
solar power, and biomass, is only in a small proportion whereas their potential is abundant hence constantly high dependence on
fossil energy. In a context of fiscal policy, it shows that the government has made efforts by offering fiscal incentives, however,
the fiscal incentives has not been set up in a comprehensive way. Its implementation bears kinds of weakness: impartial, scattered,
and lack of coordination. In order to provide comprehensive analysis, quintuple helix perspective is utilized since it covers five
different aspects in examining a problematic situation: economic, politics, media, education, and environment to reach sustainable
development. The study was conducted through qualitative approach; the data are collected by literature study, in-depth interview,
and focus group discussion. The result shows that besides the matter of government coordination, it needs to reconstruct current
fiscal policy by considering important aspects, principles of granting fiscal incentives, form, goals/target, and their precondition.
Keywords: fiscal incentive, quintuple helix, renewable energy, sustainable development.
Abstrak. Penelitian ini bertujuan untuk mengevaluasi kebijakan fiskal yang berlaku saat ini tujuan kebijakan tersebut dan
bertujuan untukmengevaluasi kemungkinan revitalisasi kebijakan fiskal untuk mendukung visi pemerintah berupa optimalisasi
penggunaan energi terbarukan untuk memastikan ketersediaan listrik berkelanjutan. Penggunaan sumber energi terbarukan
untuk menghasilkan listrik seperti geotermal, angin, matahari dan biomas, hanya berkontribusi kecil sementara potensinya
sangat melimpah, selain itu, ketergantungan atas energi tidak terbarukan sangat tinggi. Dalam konteks kebijakan fiskal, kondisi
saat ini menunjukkan bahwa pemerintah telah berkontribusi dengan menyediakan insentif fiskal, namun insentif yang diberikan
belum cukup komprehensif. Implementasi kebijakannya masih lemah: imparsial,tersebar di berbagai instansi, dankurang
terkordinasi dengan baik. Untuk menghasilkan analisis yang komprehensif, penelitian ini menggunakan perspektifquintuple
helix yang terdiri dari lima aspek, yaitu ekonomi, politik, media, pendidikan dan lingkungan untuk mencapai pembangunan
keberlanjutan (sustainable development). Penelitian ini dilaksanakan dengan pendekatan kuantitatif, pengumpulan data dengan
studi literatur, wawancara mendalam, dan focus group discussion. Hasil penelitian menunjukkan bahwa selain pembenahan
koordinasi pemerintah, diperlukan juga rekonstruksi kebijakan fiskal saat ini dengan mempertimbangkan berbagai aspek
penting, seperti prinsip pemberian insentif fiskal, bentuk insentif, tujuan/target, dan prekondisinya.
Kata kunci: insentif fiskal, quintuple helix, energi terbarukan, pembangunan berkelanjutan.

INTRODUCTION

The aim of study is to examine current fiscal policy
whether it has been applied as its aim, then to examine
the possibility of its revitalization to support government vision: optimizing the use of renewable energy
to ensure the availability of electricity. Current situation shows that the need of electricity will increase
up to 67% in 2035 or approximately 2,2 % per year
counted from 2011. The largest proportion source
of electricity generation comes from non-renewable
energy with distribution 80% fossil energy (coal,
gas and fossil fuel), 12% renewable energy and rest
comes from other alternatives (Centre for Energy
Resources Development Technology, 2013).
The use of renewable energy to generate electricity such as geothermal, wind, solar power, biomass
is only in small proportion whereas their potential

is abundant, then the dependency of fossil energy
is still constantly high. In separated part, the percentage of electricity available in Indonesia is only
72,95% (Centre for Energy Resources Development
Technology, 2013). In the future the need for electricity availability will be crucial since most of equipment
is generated by electric power. In Indonesia the electricity generation is driven by energy primer or fossil
energy the most. The dependence on fossil fuel as
main source of energy must be reduced then has
to replace it with renewable energy. For example,
important to note that Indonesia reserves 40% of
world geothermal however the utilization is inconsiderable proportion. The Indonesian Ministry of
Energy and Mineral Resources has noted that based
on current geothermal resources, Indonesia shall be
able to generate 29.612 MW, however, the utilization
has only until 1341 MW (ESDM, 2014). As simple
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other countries is shown in Table 1 whereas, the
distribution of geothermal potential in Indonesia is
described in Table 2.

illustration regarding utilization of renewable energy
on electricity generation, the realization of the use
of geothermal power plant in Indonesia compare to
Table 1. The Utilization of Geothermal to Generate Electricity

No.
1.
2.
3.
4.
5.

Countries
United States
The Philippines
Indonesia
Mexico
Italia

Electricity Capacity
3093 MW
1904 MW
1341 MW
958 MW
843 MW

% use of total national
0,3%
33%
4%
3%
10%

Source: Greenbook ESDM, Peluang Investasi Panas Bumi di Indonesia, 2014

Table 2. Distribution of Geothermal Potential in Indonesia

No
1
2
3
4
5
6
7

Location
(Province)
Sumatera
Java
Bali-Nusa
Tenggara
Kalimantan
Sulawesi
Maluku
Papua

Number
of
Location
93
71

Potential (MWe)
Resource
Prediction Hypothesis
3.183
2.496
1.672
1.826

Reserves
Prediction Potential
6.790
15
3.786
658

Proven
380
1.815

Total
(MWe)
12.837
9.757

33

427

417

1.013

0

15

1.872

12
70
30
3
312

145
1.330
545
75
7.377

0
221
76
0
5.009

0
1.374
450
0
13.413

0
150
0
0
823

0
78
0
0
2.288

145
3.153
1.071
75
28.910

Source: Greenbook ESDM, Peluang Investasi Panas Bumi di Indonesia, 2014

Figure 1. Mode of Quintuple Helix and Its Functions
Source: Carayannis and Campbell (2010:61)
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Based on study published by Setiawan (2012:9),
several benefit gained from renewable energy to generate electricity; I) reduction of dependency on fossil
fuel II) reduction of carbon emission III) availability of
sustainable source of energy (IV) less suffer from price
fluctuation of fossil fuel (V) harmless compare to fossil
fuel or nuclear for generate electricity. Besides its advantages, it is important to take a look thoroughly that the
utilization of renewable energy to generate electricity is
capital intensive industry. Specifically geothermal power
plan is a high risk, high tech, high skill worker industry.
This specific characteristics of this sector needs attention
from the government, moreover the government seems
has shown its concern on the availability of electricity.
The government shall support the investment in this sector
and makeefforts to realize conducive investment climate.
In addition, the government also shall support the development through fiscal policy.
Quintuple helix is interdisciplinary views that grasp
interaction of disciples among society in order to promote
cooperative system in knowledge. It can be cited that the
quintuple helix (Carayanis: 2012, 5):
“…is interdisciplinary and transdiciplinary at the same
time; the complexity of five helix structure implies that
a full analytical understanding of all helices requires the
continuous involvement of the whole disciplinary spectrum, ranging from natural science (because of the natural
environment) to the social science.
The five component of quintuple helix consists of
economy, politics, education, media and environment
perspective. Economic perspective covers interaction
of entrepreneurship and economic activities. Then, economic perspective may be affected by political system in
which the government or state stipulate policies affecting
past, current and future situation. Media plays the role in
publication of information through kinds of media. The
education system refers to human capital and institution
supplying human skill. Finally, environment shall refer
to capital provided by environment. This model is used
in order to pursue sustainable development of a particular
sector. Quintuple helix model can be drawn as follow.
Fiscal incentives may be defined as special favor treatments to specific industry by reduce its tax burden with
kinds of scheme. The aim of tax burden reduction is to
ease business entities enhancing its economic activities.
As Zee in Easson (2004) puts it, in effective terms, a
tax incentives would be a special tax provision granted to
qualified investment projects that has the effect of lowering the effective tax burden-measured in some way-on
those projects, relative to the effective tax burden that
would be borne by investors in the absence of the special
tax provision.
Taking example proposed by Viherkentta (1991), tax
incentives can be said as:
“There is no universally accepted definition of a tax
incentive. In this study, the concept denotes a tax reduction intended to encourage business operations including
inward foreign investment”.
The granted tax incentives offered by government is
expected to bear advancement in its core business then
to bear multiplier effect may be performed business.
Specifically, citing the aims of granting fiscal incentives
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as proposed by IMF in their working paper (2013) are
as followed: a) To accelerate the development of industrial activities; b) To realize the transfer of proprietary
knowledge or technology; c) To enlarge employment
opportunity; d) To establish media of training and human
capital development; e) To realize more added value on
economic; f) To enlarge access to overseas market.
Easson (2004) proposed that tax incentives can be
granted with kinds of forms: a) reduced rates of corporate
income tax for particular activities or types of enterprise;
b) Tax holiday (i.e. reduction or exemption from tax for a
limited duration; c) Investment credits or allowances for
investment in capital assets; d) Accelerated depreciation
of capital assets; e) deductions or credits for reinvested
profits; f) Reduced rates of withholding tax on remittances
to the home country; g) Reduced personal income tax
and/or social security contributions for executives and
employees; h) Property tax reductions; i) Reduces import
taxes and duties; j) Creations of special zones.
Then, citing the opinion of David Holland and Richard
J. Van (1998), in general several types/forms of fiscal
incentives can be anchored into a number of terms.
First,tax holidayshas often been used by developing and
transition countries. It is directed to new firms and commonly is not for existing operation. With a tax holiday,
new firms are allowed a period of time when they are
exempt from the burden of taxation. This grace period is
sometimes extended to a subsequent period of taxation
at a reduced rate. Second, investment allowance and tax
credit are forms of tax relief that are based on the value
of expenditures on qualifying investment. The provide
tax benefit over and above the description allowance for
the assets. A tax allowance is used to reduce the taxable
income of the firm. A tax credit is used to directly reduce
the amount of taxed to be paid.Third, timing differences
can arise through either the acceleration of deduction
or the deferral of the recognition of income. The most
common form of accelerated deduction is accelerated
depreciation, where the cost of an asset may be written off
at a rate that is faster than the economic rate if depreciation. Fourth,tax rate reduction, can be provided for income
from certain sources or to firms satisfying certain criteria.
These reductions differ from tax holiday because the tax
liability of firms is not entirely eliminated, the benefit is
extended beyond new enterprises to include income from
existing operations and the benefit is not time limited.
Fifth, finally, administrative discretion.
RESEARCH METHOD
This research uses qualitative approach. Data and
information was collected through literature study and
field research. A series of in depth interview has been conducted to the relevant informants at Ministry of Energy
and Mineral Resources, Directorate General of Taxes
and Fiscal Policy Office Ministry of Finance, Business
Practititoners.With regards to the logics of policy reconstruction in a quintuplehelix perspective, prior to these
steps, we take benefit from such fiscal policies implemented by other countries, both developed and developing
ones, in order to gain insights of lessons learned for reconstructing Indonesian fiscal policies towardsoptimization
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the use of renewable energy resource to generate electricity. The results of data collection and a series of lessons
from other countries are brought all together by considering important aspects: economic, politics, media,
education, and environment to reach sustainable development; as well as principles of granting fiscal incentives,
form, goals/target, and their precondition.
RESULT AND DISCUSSION

Before examining thoroughly how the Government of
Indonesia play its role through fiscal policy framework
in harnessing renewable energy for electricity, the government may take lessons learned from other countries.
Fiscal policy on energy efficiency has been implemented
in many countries, developed and developing countries
for many years.
A pilot program to establish power plan generated
by renewable energy in China had been initiated since
period of 1986 - 1993. Most of renewable energy is
supplied by wind power. The wind power generation
capacity increase from 567 MW in 2003 to 5.906 GW
in 2007 with annual growth 79,7% and in 2006 and 2007
the annual growth exceeded 100%. In 2007, particularly,
annual growth reached 127,2% (Chunchun, 2008).
The largest factor behind China’s rapid wind power
generation development since 2005 is the Renewable
Energy Law that has been effective since January
2006. The law gave energy policy priority to the development and utilization of renewable energy. The law
also provides that the State Council’s price regulatory
department may approve renewable energy electricity
purchase prices, or grid connection tariff of renewable
energy power generation projects, in consideration of
the promotion of renewable energy development and
utilization. It also provides extra costs for purchasing
renewable energy-based electricity and grid connection
for transmitting such electricity may be passed on to
retail electricity charges.
As package of Renewable Energy Law, fiscal aspect
have been particularly important in fostering China’s
renewable energy equipment industries, they are parts
of fabric of law, regulations and directives which provide
for preferential financing, VAT rebates, tax incentives,
procurement preferences for Chinese-owned and controlled companies, local content preferences, R&D
subsidies for the renewable energy equipment procedures. In its implementation, the government issued
“Guidance Catalogue on Renewable Energy Industrial
Development”, listing 88 types of renewable energy projects eligible for preferential tax treatment or designated
funding. Developers of wind energy equipment received
an exemption from Value Added Tax. Wind turbin operators were entitled to claim emission reduction credit
that could be sold on an international exchange to companies seeking to meet their emission target. Then, in
June 2006, China’s State Council issued “Guidelines
for the Medium and Long Term National Science and
Technology Development Program (2006 – 2020). This
guidelines spell out that China would encourage enterprises to increase their R&D investment and enhance
their innovative capabilities by further implementing
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national preferential tax policies as promoting technology innovation beefing up incentive policies such as
those allowing enterprises to make pre-tax deduction for
R&D investment and implement preferential tax policies aimed at promoting the development of new and
high-tech enterprises. Besides granting fiscal incentives,
Renewable Energy Law provided “renewable energy
development fund” to support the following activities
(National Foreign Trade Council, 2010): a) scientific
and technological research, establishment of standards
and pilot projects for the development and utilization of
renewable energy; b) construction of renewable energy
projects for domestic use in rural and pasturing areas;
c) construction of independent renewable energy system
in remote areas and islands; d) surveys and assessments
of renewable energy resources, and the establishment of
relevant information systems; e) localized production
of the equipment for the development and utilization of
renewable energy.
India has a vast supply of renewable energy resources,
and it has one of the largest programs in the world for
deploying renewable energy products and systems. In
addition, it has ministry for renewable energy development; Ministry of Non-Conventional Energy Sources
(MNES) then it become Ministry of New and Renewable
Energy (MNRE). Until 2011, MNRE published that the
share of renewable based capacity is 10, 9% excluding large hydro of total installed capacity of 170 GW
in the countries. The share of power plan consists of
13,065.7 MW of wind, 2,939 MW of small hydro power,
1,562MW of waste to power and 17.80 MW of solar.
Based on report published by National Renewable
Energy Laboratory (NREL, 2010) United States in 2010
regarding Indian Renewable Energy Status Report, the
Government of India has enacted several policies to support the expansion of renewable energy. The following
step by step the government has taken: I) Electricity Act
2003, mandates that each State Electricity Regulatory
Commission (SERC) establish minimum renewable
power purchase then allows for the Central Electricity
Regulatory Commission (CERC) to set a preferential
tariff for electricity generated from renewable energy
technologies, provides open access of the transmission
and distribution system to licensed renewable power
generators. II) National Electricity Policy 2005, allows
CERC to establish preferential tariff for electricity generated from renewable sources. III) National Tariff Policy
2006 mandates that each SERC specify a renewable purchase obligation (RPO) with distribution companies in a
time-bound manner with purchases to be made through a
competitive bidding process. IV) Rajiv Gandhi Grameen
Vidyutikaran Yojana (RGGVY) 2005, supports extension of electricity to all rural and below poverty line
household through a 90% subsidy of capital equipment costs for renewable and non-renewable energy
system. V) Eleventh plan 2007 – 2012, establishes a
target that 10% of power generating capacity shall be
from renewable sources by 2012, support phasing out of
investment-related subsidies in favour of performancemeasured incentives.
Specifically, the government also provide fiscal policy
to accelerate the utilization of renewable energy to
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generate electricity; it can be described as follow (i)Statelevel Renewable Energy Preferential Tariffs. In 2003,
SERCs were given the right to set preferential renewable
energy tariffs based on guidelines stipulated by CERC.
Although several states have followed through, these tariffs are insufficient to drive further development in wind.
However, the state-level GBIs can be used in conjunction with the central-level incentives (either accelerated
depreciation or GBIs) to make projects more financially
attractive to developers. (i) Accelerated Depreciation,
In the past, the main incentive for developing wind
power projects was accelerated depreciation. This tax
benefit allows projects to deduct up to 80% of the value
of wind power equipment during the first year of the
project’s operation. Investors are then given tax exemption status for up to 10 years. Wind power producers
receiving accelerated depreciation benefits must register
with and provide generation data to IREDA and are not
eligible to receive the more recent GBIs (iii) Indirect
Tax Benefits, Indirect tax benefits included exemptions
or concessions on the excise duty and a reduction in
customs duty for certain wind power equipment. Windpowered electricity generators and components, as well
as water-pumping wind mills, wind aero-generators, and
battery chargers, are exempt from excise duties. Indirect
tax benefits for manufacturers of specific wind energy
parts vary from 5%–25% depending on the component.
(iv) Central-level Generation-based Incentives, Offered
by the central government since June 2008 and administered by IREDA, the GBI for wind is available for
independent power producers with a minimum installed
capacity of 5 MW. As of December 2009, the GBI is set
at INR 0.50/kWh (USD 0.01/kWh) of grid- connected
electricity for a minimum of 4 years and a maximum
of 10 years, up to a maximum of INR 6.2 million (USD
140,000) per MW. The scheme will deploy a total of
INR 3.8 billion (USD 81 million) until 2012 and aims to
incentivize capacity additions of 4,000 MW. Wind power
producers receiving a GBI must register with and provide
generation data to IREDA. The GBI is offered in addition
to SERC’s state preferential renewable energy tariffs.
However, IPPs using GBIs cannot also take advantage
of accelerated depreciation benefits. The GBI program
will be reviewed at the end of the Eleventh Plan and
revised as deemed appropriate. As of October 2010, 30
projects had been registered under this scheme with over
200 MW commissioned: a) guarantee market through
a specified renewable portfolio standard in some state,
as decided by the state electricity regulator; b) reduced
wheeling charges as compared to conventional energy;
c) 100% FDI investment allowance in renewable energy
generation projects; d) special incentives provided for
promotion of export from India for various renewable
energy technologies under renewable sector specific
Special Economic Zone (SEZ).
Brazil is considered to be the world’s sixth largest
investor in renewable energy. The country produces most
of the world’s sugar derived ethanol and has been adding
biomass and wind power plants. The country also has
over 4.8 GW of biomass generation plants at sugar mills.
In addition, the government has announced an aggressive target for electric generation from renewable s - 75%
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by 2030. In 2007, Brazil National Climate Change Plan
set the goals of increasing co-generation, mainly from
sugarcane to 11.4% of total supply in 2030 and adding
34.5 GW of hydropower capacity.
In 2002 Brazil launched the programme offering
incentives called Incentivise Alternative Electricity
Sources, or well known as PROINFA. PROINFA was
a hybrid scheme aimed at developing a total of 3,300
MW of renewable energy generation capacity, equally
distributed among wind, biomass and small hydropower
projects. Under PROINFA, the government-owned utility would sign 20-year purchasing power agreements
with developers for wind, biomass and small hydro at
pre-established variable rates. PROINFA included a 60%
local content requirement (in equipment and services)
and sought to distribute installed capacity regionally by
imposing per-state limits: 165MW for small hydro and
220 MW for biomass and wind. Benefits derived from
the carbon markets, were to be used to cover PROINFA
costs.
Previousfeed-in tariff was the 2001 programme
(Resolution 24 of 2001), mandated providing incentives
feed-in tariff 10%-20% for wind power producers for
a capacity of up to 1,050 MW. In addition,preferential
financing for renewable energy projects is provided by
the Brazilian National Development Bank (BNDES),
which provides low-interest financing for renewable
energy projects that meet local content requirements.
Over time, local content requirements for renewable
have evolved from a quantitative approach (60% local
content) to a qualitative approach, with access to preferential financing depending on which elements of the
project are local. In order to be considered “local”, suppliers must be pre-accredited by government authorities.
Another financing programme is FINEM, which provides financial support to infrastructure projects equal
to or greater than BRL20 million (approximately USD
7 million) (IRENA, 2015).
In 2007 the provision of fiscal incentives was regulated in its national law. Specific fiscal incentives have
been granted for electricity and cogeneration renewable
energy project. The government examines the proposal
project-by-project. A special tax regime is applicable in
Brazil for producers and importers of biodiesel. Feed-in
tariff and exemption of import tax are also available
for electric generation from wind, biomass and hydro
technology (KPMG, 2011).
In 2011 the Government stipulated Decree 7660 provided import tax exemption for wind power equipment
and set that tariff to solar equipment for range 2% and
maximum 10% then in 2015 import tax exemption has
been provided for wind generation plan equipments.
Fiscal incentive was introduced by developed counties
for entities which operate its business in energy sectors
based on its business activities First,the production of
renewable energy;fiscal incentives will be granted for
entities which produce and improve the production of
energy from renewable resources. In practice, for industry which use and produce energy from solar power,
geothermal, windmill, marine technology, bio-material
and hybrid will be granted fiscal incentives based on
its potential and risk. In United Kingdom, incentives
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is also offered for the utilization of photovoltaic (PV)
energy which its power more than 50kWf. Second, the
utilization of renewable energy; besides granting fiscal
incentives for business entities which produce renewable
energy, this incentive also is granted for those which use
renewable energy as main source of industry heating
source. For example, France government exempt tax
liabilities for industry using renewable energy up to
50% of total energy source needed. However, the incentives offered will be available for certain period of time.
Germany offers fiscal incentives based on the source
of energy used. Different source of energy utilized by
industry will be granted different type of fiscal incentives. Third, the utiliza tion of environmental friendly
technology; investment cost for the establishment of
factory utilizing environmental friendly machinery
shall be treated different from investment for common
machinery. Incentives shall be offered for the procurement of technology and machinery that will produce
energy using renewable source. The incentives offered
shall be based on type of assets utilized, or the amount/
volume of investment or the amount of potential profit.
For example, in Netherlands, incentive is offered based
on the machinery price used or percentage of incentive
amount based on investment volume.
Types of income tax incentives offered are as follows: I) Income tax exemption on dividend for investors
on renewable energy producers for 10-15 years and
exemption of capital gain for certain period of time; II)
reduction of taxable income for each business entities
that conducted research and development for optimization the use of renewable energy to run the business; III)
accelerated depreciation for machinery environmental
friendly; IV) income tax exemption on dividend for personal investors who invest in business environmental
friendly; V) capital allowance for certain percentages;
VI) depreciation can be declared for 20 years, VII) differed tax liabilities for 8 years counted from commercial
stage; VIII) tax credit for expenses for transaction related
to the development of business for example R&D.
Types of value added tax incentives offered are as
follows: I) exemption of value added tax (VAT) on
the supply of machinery; II) VAT refund of sales of
machinery; III) VAT reduction for power plan using
renewable sources; IV) types of customs duty incentives; V) exemption of customs duty for importation of
machinery; VI) reduction rate for customs duty tariff.
Type of excise incentives is that exemption and reduction excise liabilities for the use of bio fuel including for
import purchase.
Indonesia has a frame of fiscal policy, indeed,
described with regards to the optimization the use of
renewable energy resource to generate electricityas summarized in Table 3. This implies important role playedby
Government of Indonesia in supporting the use of renewable energy to generate electricity.
In granting fiscal incentives, it has to fulfil nondiscriminative requirement for targeted industry and it has
to be in specific form. Specific means, the incentives
have to be occupied for the industry that government concern on. Recalling the opinion proposed by
Easson(2004), the ultimate goal of fiscal incentives is
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to accelerate the development of particular industry
which play important role during particular range of
time. For Indonesia context, government put its concern on electricity availability then in the similar time,
it also in pursuing reduction of fossil energy as source
of electricity power plan. Therefore, for industry which
set the serious plan to utilize nonrenewable energy in
generating electricity shall be supported or be boosted
by offering comprehensive fiscal incentives.
Granting fiscal incentives shall be economically measured, concrete and adaptable to the change of business
environment. Before granting incentives, the government has to calculate cost and benefit in economic,
finance and social aspect. Also, the government has to
provide ease administrative procedure which legally
bound of incentives existence. The value or ‘government
goals” injected in the fiscal incentives offered has to be
able attracting business. Therefore, when business entities accomplish its tax liabilities, they can benefit from
real tax burden reduction and administrative liabilities,
for example any documents and information shall be
provided with related to tax return submission shall not
be complicated. Referring to the survey conducted by
KMPG in KMPG Green Tax Index 2013, the category
of fiscal incentives provided by Indonesian government;
Ministry of Finance has not intended specifically based
on core business of energy industries. The incentives are
quite general which aim to encourage energy efficiency.
In fact, in business view, the fiscal incentives offered
by government are not attractive. The evidence of this
is shown by the response of business which applied for
fiscal incentives. Based on information from Indonesia
Investment Coordinating Board, there are only few entities which apply for this fiscal grant. In business view, the
fiscal incentives are economically inconsiderable where
as the procedure to get incentives are quite complicated.
In addition, since the cost spent to generate electricity
from renewable energy, for example geothermal is huge
with high risk, seems is not really attractive compare
that of fossil fuel or coal.
Current Indonesian tax law and implemented regulation has not been clearly informed procedure of
proposing fiscal incentives and its forms. The evidence
of this phenomenon is showed by the lack of comprehensive tax incentives guidance and its forms in Indonesia
tax regulation. The government also has not been mapping the available tax incentives in Indonesia, it scattered
in several regulations organized by several government
authorities and without provide clear and detail implementation guidelines (Putranti, 2014). In granting fiscal
incentives, the government also has to take into account
several categories of entities business stages, as follow:
a) new industries; b) existing industries; c) qualifying/
beneficiary/granting industries.
In granting fiscal incentives, the government may consider this category (Putranti, 2014). Besides a number of
considerations shown in Table 4, in granting fiscal incentives business with core business in electricity power
plan, it has to seek for other quintuple helix aspects
(economic, politic, education, environment, media) in
order to pursue sustainable development in the use of
renewable sources to generate electricity.
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Table 3. Implemented Fiscal Incentives Policy for Entities Utilizing Renewable Energy Resources

No
1

Regulation
Ministry of
Finance Regulation
21/PMK.011/2010,
regarding Granting
Tax Incentives
and Customs
Duty for the
Entities Utilizing
Renewable Energy
Sources

Content of Fiscal Incentives
• Corporate Income Tax (CIT) offered are as follow:
a. Reduction of net income until 30% counted from the amount of capital
invested will be able to be calculated until 6 years (or 5% each year).
b. Accelerated depreciation and amortization, shall be categorized.
Assets

Year of economic
value

Non building assets
Category I
2 years
Category II
Category III
Category IV
Building:
Permanent
Building
Non Permanent
Building

Rate of depreciation/amortization
Straight line
Double declining

4 years
8 years
10 years

25%
12.5%
10%

100 % (wholly
deducted)
50%
25%
20%

10 years

10%

-

5 years

20%

-

50%

c. Imposition CIT on dividend transferred to non resident shall be taxed 10%
or lower in accordance to double tax agreement (DTA).
d. Compensation of loss within 5-10 years can be counted with the following
provision (i) 1 year additional incentives if investment performed in bonded
zone (ii) 1 year additional incentives for investment absorbed minimum
500 local people (iii) 1 year additional incentive for business which
invest in infrastructure (iv) 1 year additional incentive for business
conducted Research and Development (R&D) in Indonesia to promote
efficiency production (v) 1 year additional incentive for business entities
which use material from local product up to 80%.
> Importation of goods and machinery (build up) but not for spare part will be
exempted from pre paid tax (art.22) for business entities which utilize renewable
resource as source of energy. Importation of goods and machinery (build up) but
not for spare part will be exempted from pre paid tax (art.22) for business entities
which utilize renewable resource as source of energy.
• Value Added Tax (VAT)
Exemption of value added tax for the importation of goods and machinery for
business entities which use renewable resource as source of energy to run its
business/produce its products.
• Customs duty
Customs duty facility has been regulated through:
a. Ministry of Finance Regulation No. 176/PMK.011/2009 regarding Customs
Duty Facilities for Importation of Goods and Machinery for the Development
of Industry and Investment.
b. Ministry of Finance Regulation No 154/PMK.011/2008 regarding Customs
Duty Facilities for Importation of Goods and Machinery for the Development
of Industry and Electricity Generation for Public Use.
• Tax Liability paid by Government
Tax incentive through tax liability paid by government is regulated through
Law of National Revenue Budget.
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Ministry of Finance
Regulation No. 128/
PMK.011/2009
dated 18 August
2009 as amended by
Ministry of Finance
Regulation No. 154/
PMK.011/2008
regarding
Exemption of
Customs Duty for
Imported Goods and
Machinery
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Exemption customs duty of importation machinery for the purpose of electricity
power plan will be granted with the following eligibility:
• Importation for machinery that has not been produced in Indonesia
• Machinery has been produced in Indonesia however the specification could
not be
compatible with factory need or the quantity of local production has not
sufficient.
The favour incentives can be granted for the following business entities:
• PT. Perusahaan Listrik Negara (Persero) (PT. PLN (Persero));
• Entities which has permit to generate electricity for public utilization or
Pemegang Izin Usaha Ketenagalistrikan Untuk Kepentingan Umum (IUKU)
• IUKU which has Power Purchase Agreement with PT. PLN (Persero) or
which
has Finance Lease Agreement (FLA)) with PT. PLN (Persero);
Ministry of Finance Exemption of customs duty for goods and machinery used by upstream oil &
Regulation No. 177/ gas and geothermal, will be granted with the following provision:
PMK.011/2007,
• Importation for machinery that has not produced in Indonesia
dated 28 December • Machinery has been produced in Indonesia however the specification could
2007 regarding
not be
Exemption of
compatible with factory need or the quantity of local production has not
Customs Duty
sufficient
for Importation
The favour incentives can be granted for the following business entities:
Machinery Used
• Upstream oil and gas industry
by Upstream Oil & • Permanent establishment concluded the Production Sharing Contract (PSC)
Gas Industry and
with
Geothermal
Indonesia Upstream Oil Gas Supervisory Agency (SKK Migas)
• PT. Pertamina (Persero); Indonesia National Oil Company
• Geothermal industry
• PT. Geo Dipa Energi
Government
The government will grant incentive for the eligible business entities with the
Regulation No.
following provision:
70 year 2009
a. Business entities which perform energy conservation up to or more than
regarding Energy
6.000
Conservation
ton oil
b. Producer which use machinery to perform energy conservation
Incentives grants:
a. Taxation facilities for supply of goods, machinery and spare parts used to
conserve energy – reduction, exemption taxes
b. Exemption of customs duty for importation of machinery, spare parts and
goods
for energy conservation projects
c. Low interest rate for loan used to invest in energy conservation projects
d. Reduction cost for energy audit
Government
• Corporate Income Tax (CIT) offered are as follow:
Regulation
a. Reduction of net income until 30% counted from the amount of capital
No.52/2011
invested, will be able to be calculated until 6 years (or 5% each year)
regarding Income
b. Accelerated depreciation and amortization, shall be categorized
Tax Facilities for
Investment in
Specific Industry
and Specific Area
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Assets

Year of economic
value
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Rate of depreciation/amortization
Straight line

Double declining

Non building assets
Category I

2 years

50%

100 % (wholly
deducted)

Category II

4 years

25%

50%

Category III

8 years

12.5%

25%

Category IV

10 years

10%

20%

Permanent Building 10 years

10%

-

Non Permanent
Building

20%

-

Building:

5 years

c. Imposition CIT on dividend transferred to non resident shall be taxed
10% or lower in accordance to double tax agreement (DTA).
d. Compensation of loss within 5-10 years can be counted with the
following provision (i) 1 year additional incentives if investment
performed in bonded zone (ii) 1 year additional incentives for
investment absorbed minimum 500 local people (iii) 1 year additional
incentive for business which invest in infrastructure (iv) 1 year
additional incentive for business conducted R&D in Indonesia to
promote efficiency production (v) 1 year additional incentive for
business entities which use material from local product up to 80%.
Facilities will be granted if business entities have realized minimum 80% from its
total investment volume.
Source: Ministry of Finance Regulation 21/PMK.011/2010, Ministry of Finance Regulation No. 128/PMK.011/2009, Ministry of Finance
Regulation No. 177/PMK.011/2007, Government Regulation No. 70, Government Regulation No.52/2011

Table 4. Implemented Fiscal Incentives Policy for Entities Utilizing Renewable Energy Resources

Special Tax
Treatment

Source: Putranti (2014)

Qualifying/Granting Industries
Existing Industries
New Industries
Investment
Accelerated
Deduction Expenses
Allowance
Depreciation
Deemed Taxable
Loss Carried
Exemption
Based
Forward

Reduce Rates
Tax Holiday
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Fiscal incentives granted are closely related to business entities’ needs. The fact shows that the business
has not optimized fiscal incentives offered by government. Following the study conducted by Indonesian
Fiscal Policy Office and GIZ (2012), it indicated that
budget allocated for incentives for energy conservation
as determined in National Budget Revenue has not been
utilized optimally. The idle budget caused by lack of
socialization regarding the application of fiscal incentives. Besides socialization problem, the length of time
given by government to propose application was quite
short whereas the time need to fulfil the procedure is
quite complicated. This situation discouraged business
entities to apply that fiscal grant.
Frequently, business entities which eligible to apply
fiscal incentives as regulated in Financial Minister

Volume 24, Number 3

Regulation No. 192/PMK.03/2007 has been prioritized
to comply taxpayer. The essential criterion to be determined as a comply taxpayer is that the entity that has
been audited by public accountant for 3 years consecutively. Based on opinion proposed by Indonesian Bio
fuel Producers Association, this requirement is quite
challenging to be accomplished. In addition, Ministry of
Finance is ongoingand challenging process in determination appropriate fiscal incentives to business entities
which take part in energy conservation based on its core
of business. Furthermore, available current fiscal incentives have not been quite attractive which can reduce
real economic burden.
In providing fiscal incentives, the government may
consider these kinds of incentives based on stage on
industry (Table 5).

Table 5. Types of Fiscal Incentives Based on Stage of Industry

New Industries

Existing Industries

Alternatives for
Qualifying Industries

No

Tax Insentives

1

Investment Allowance

*

2

Accelerated Depreciation

*

*

*

3

Reduce rates

*

*

*

4

Loss carried forward

*

*

*

5

Exemption/ Tax borned by
government

*

*

*

6

Tax holiday

*

*

7

Deduction expenses

*

8

Deemed taxable based

*

9

Special Tax Treatment
berupa pemberian
Tax Credit

*

*

Source: Putranti (2014)

To encourage the use of renewable energy in generation of electricity, to be efficient use of nonrenewable
energy, all of stakeholders shall be in the similar premises on how important to use energy mix, how important
not to solely depend on fossil energy sources. However,
the government also shall understand the concern of
business to get sustainable profit and solvable business
risks, therefore the incentives offer shall be considerable
economically then will be a catalyst to get business entities goals and to reach government target in providing
sustainable electricity.
In other view, current fiscal incentives that need to
be evaluated is value-added tax (VAT) incentives on
importation of equipment for electricity generation. One
example, practically that government fiscal policy that

distort business activities and national business entities is the exemption of value added tax on imported
goods for instance,transformer for electricity generation, whereas purchase of travo from local supplier is
not exempted from VAT liabilities, this may discourage buyer to import transformer from national business
entities and will prefer to import from abroad because
the different of price caused by exemption of VAT.
This impartial fiscal policy seems contradictive since
it abuses the development of local products development. On the view local business entities, this kind of
policy is not pro-local growth.
The ultimate goal in policy implementation stages;
operational level (Bromley, 1989) performed by ministries to reach the targeted output and outcomes.

TAMBUNAN, RECONSTRUCTING INDONESIAN FISCAL POLICY

Coordination among related government institution is
important even though it is quite common to become a
big obstacle in developing economies. In addition, coordination among government becomes crucial because
it would be closely related to pattern interaction among
policy actor in micro level and targeted groups, in which
the coordination will be crucial because it will face civil
society reaction (Bromley, 1989).
In practice while granting tax incentives to business
entities, coordination among government institution is
a wishful thinking. The role of ministry coordinator
has not well functioned. Lack of coordination among
institution causes overlapping regulation which frequently raises confusion among business entity to make
business decision. The sudden change of regulation
and lack of certainty without adequate socialization or
public hearing and the dynamic of political situation
will be a distortion even though the government offers
incentives (interview with informants, 2015). Fiscal
incentives with ease administrative procedure will be
fully utilize if the government is able to ensure conducive and friendly investment climate.
In addition, they should established comprehensive program for all related ministry with clear target,
indicator and appropriate tax incentives for each type
of energy provider industry. The incentives shall be
granted based on the amount of investment and the
risk potential. Even though the government offer fiscal
incentives, political will of government in supporting
business activities is also important. Further, fiscal
incentives may be considered as compliment of macroeconomic situation. Besides fiscal instrument, non fiscal
instrument such as single window permit also shall ease
them to accomplish administrative requirement.
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Besides incentives for industry core business;
power plan, the design of incentive shall also intended
to promote innovation through research and development (R&D). These R&D activities shall be able to
optimize the electricity generation by using renewable
energy resources. Also, the R&D shall be intended to
promote eco friendly business. The types of tax incentives or special incentives treatment shall be designed
based on type of business and to what extend a business
entity be able to realize multiplier effects (Bird & Zolt,
2003). In fact, the incentive offered to R&D activities
for electricity power plan specifically to maximize the
use of renewable energy is quite limited (Tambunan &
Rosdiana, 2014). The government provides inconsiderable fiscal facilities to promote the use of renewable
energy resources through the stipulation of Regulation
of Minister of Finance in 2010; compensation of losses;
additional 1 year of loss recognition for new investment
uses domestic raw materials and/or components at least
70% of the total needs since the 4th year of operation
process. This treatment is similarly applied to establishment specific business/business in specific area as a
general investment.
Contribution of private sectors in R&D is relatively
inconsiderable; it was only about 0.02% of GDP in 2009
and 95% of total was conducted as self R&D in those
private firms. Lastly, in 2007 GoI stipulated through
Government Regulation No.35/2007 regarding profit
allocation for technology development, innovation and
diffusion however this policy seem ineffective and could
not bear attention from business actors.
The concession of tax incentives for R&D accommodated in Indonesia Income Tax Law (ITL) have not
changed considerably. The excerpt of regulation related
to tax incentives for R&D is shown in Table 6.

Table 6. Laws and Regulations of Tax Incentives for Research and Development (R&D)

769/KMK.04/1990
Cost incurred for R&D
shall be calculated though
depreciation/amortization
based on general
provision.

Law No. 10/1994
R&D conducted in
Indonesia is able to be
declared as deduction

Routine expenses
incurred for R&D shall
be calculated based on
general provision

Law No. 17/2000
R&D expenditure
incurred by a company
which is carried out in
Indonesia in reasonably
sizeable amounts to
discover new technology
or new system for
the development of
the company may be
expensed.

Law No. 36/2008
R&D expenditure
incurred by a company
which is carried out in
Indonesia in reasonably
sizeable amounts to
discover new technology
or new system for
the development of
the company may be
expensed.

SE-22/PJ.31/1990
Cost incurred for R&D shall be calculated though depreciation/amortization based on general provision.
Routine expenses incurred for R&D such as wages, consumable goods and other items shall be calculated based
on general provision.
Source: compiled and adapted from the laws and regulations here in
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Based on survey conducted by KPMG Green Tax
Index 2013, taxation also commonly has been occupied to promote R&D through tax credit mechanism.
Based on study conducted by Hall dan Reenen (2000),
types of tax incentives, for example tax creditpatent,
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development, improvement, software termasuk sofware
experimental, some testing, improvement of valuable
inventions, scientific research development of technology.As a comparison, R&D expenditure provided by
government in several countries is shown in Table 7.

Table 7. Reasearch and Development (R&D) Expenditure

R&D

Country

High tech exports

Sci &
tech
journal
Researchers Technicians article
fulltime
fulltime
equivalent/ equivalent/
million
million
peope
people

Charges for the
use of intellectual
property

Trademark
Patent Application
Application
field
field

Expenditure
for R&D
% of GDP

% of
Receipt Payment
USD
Non
manufactured USD
USD
Resident
million
Resident
exports
million million

Total

2005-2011

2005-2011

2011

2005-2011

2012

2012

2012

2012

2012

2012

2012

Indonesia

90

N/A

270

0.08

4,962

7.3

58

1,800

541

5,297

53,196

Malaysia

1,643

158

2,092

1.07

61,223

43.7

135

1,532

1,114

5,826

28,883

Thailand

332

227

2,304

0.25

33,768

20.5

241

3,610

1,020

5,726

44,963

Singapore

6,037

461

4,543

2.09

128,239

45.3

1,649

16,511

1,081

8,604

19,774

Philliphine

78

11

241

0.11

20,795

48.9

8

504

2,832

2,832

20,202

N/A

N/A

432

N/A

9,118

14.5

N/A

N/A

3,423

4,423

34,341

Vietnam

Source: World Development Indicator, 2014.

Environmental Aspect
The idea of granting specific fiscal incentives to optimize the production of electricity by using renewable
energy input may come from Indonesian vision “toward
green growth”. Citing the idea of Salim (2012) that current trend is that business shall promote green growth.
The evidence of this thinking can be realized by the use
of raw material from renewable. Therefore industrial
input using renewable energy shall be exempted from
taxes and other state levies. In long term, the use of

nonrenewable energy such as fossil fuel and coal shall
be diminished. Therefore, it also will reduce emission
which currently in the centre of international concern.
The considerable used of renewable energy input
to supply power plan generation also may affect
employment opportunity. In long term, large supply
of renewable energy used may enlarge job opportunity
to reach sustainable economy (interview with Mathias
Rhein, Department for International Development, UK,
2012).
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Media plays a role as disseminator of information
from the government to the business and vice versa.
For this context, the media shall optimize its role and
the government also occupy media to disseminate the
availability of fiscal incentives for business activities
in optimizing the use of renewable energy to generate electricity. Media also shall take a part to promote
government policy specifically in realization of friendly
investment climate. Italso takes a part as connector of
business entity into government to raise problems of
investment.
CONCLUSION
For the economic aspect the government initiative
to offer the incentives is not attractive enough due to
administrative burden borne by the incentives and less
appropriate with the nature of business. In addition, there
are no specific tax incentives given solely to boost business entities to shift the use of fossil energy to renewable
energy, for example, geothermal, wind and solar power.
Current fiscal incentives are not economically considerable. For the political aspect, lack of coordination among
the related minitries to implement the incentives distort
implementation of the policy thus it probably will not
be able to reach the policy goal. For the environment
aspect, the enviroment support the use of renewable
energy replacing fossil fuel to generate electricity. For
the media aspect, the media works as its role to disseminate the optimization use of renewable energy source
to generate electricity. Finally, It needs to reconstruct
current fiscal policy by considering important aspects;
principles of granting fiscal incentives, form, goals/
target and precondition of granting fiscal incentives
based on business needs.
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